
~AT&T

Joan Marsh Suite1000
Director 112020thStreetNW
FederalGovernmentAffairs WashingtonDC 20036

202 457 3120
FAX 202 457 3110

October29,2002

Ms.MarleneDortch
Secretary
FederalCommunicationsCommission
~ l2’~Street,SW, RoomTWB-204
Washington,DC 20554

Re: NoticeofWritten Ex ParteCommunication,IntheMatterofReviewofthe
Section251 UnbundlingObligationsofIncumbentLocal Exchange
Carriers,CC DocketNos.01-338,96-98and98-147

DearMs. Dortch:

On October25, 2002,Verizonreleasedinformationon its
3

rd quarterperformance
•andtheresultsareimpressive,againshowingthewide disconnectbetweenits regulatory
advocacypositionsandrealworld economics.At thesametime thatVerizonwaswarning
this Commissionthat accesslinesweredeclining, thatit wasexperiencingsubstantial
lossesto competitionandthatliNE-P wasunderminingILEC financialpositions(Verizon
“Switching andIJNE-P”presentationdatedOctober8, 2002),Verizonwasableto grow
revenue,growoperatingincome,increaseEBITDA marginsandreduceits debtby closeto
$7 Billion. SeeVerizon3” QuarterEarningConferenceCall Presentation,datedOctober
25, 2002,attached.Verizon’s3’~’quarterperformancealsoproducedfreecashflow of$2.4
Billion. Theseresultsdo notreflect theperformanceof acompanythat is being
“undermined”by regulatorypolicy, but ratheronethatis meetingcompetitionheadon, and
succeeding.

Verizon’~~rd quarterresultsincludethefollowing highlights:

SignificantDebtReduction:Netdebtwasreducedin the
3

rd quarterby $6.8
Billion, or 11.6%,with year-to-datedebtreductionof$11.5 Billion.
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SignificantPositiveFreeCashFlow: From 3Q01 to 3Q02,Verizon’s freecash
flow (cashfrom operatingactivitieslesscapitalexpendituresanddividends)increasedby
$7.3 Billion.

Increasein ConsumerTelecomRevenues:Verizon’syear-to-dateconsumer
telecomrevenuesgrewto $12.5Billion, whichrepresentsa4.5%increaseover revenues
YTD 3Q01. This is not surprising,giventhat Verizonaddedanother800,000long
distancesubscribersand155,000DSL subscribers.Verizonnowhascloseto 10 Million
longdistancesubscribers,describinglong distanceasa“Billion dollar + Business.”

Increasein WirelessRevenue,IncomeandEBITDA Margins: While complaining
to thisCommissionabout“stiff competition”from wirelesssubstitution(seeOctober8
Presentationat p. 8),Verizonis touting its “industryleading”wirelessperformance.Year
overyear,Verizon’swirelessservicerevenuesgrewby 10.3%,its wirelessoperating
incomegrewby 41%,andits wirelessEBITDA marginsgrewby 10.2%. In theend,
Verizon’s complaintthatRBOCaccesslinesarebeingdisplacedby wirelessphonesmeans
only thatrevenueis beingshiftedfrom Verizon’s rightpocketto its left.

Verizonalso speaksofits emergingenterpriseopportunities. Indeed,thePresident
of Verizon’sEnterpriseSolutionsGroup,EduardoMenasce,wasrecentlyinterviewedin
NetworkWorld Fusionon the evolutionofVerizon’s enterpriseservices. (Seeinterview
entitled“VerizonPresidentSetsSightonAT&T,” datedOctober28, 2002,attached).In
thatarticle,Mr. Menasceunderscoresthefactthat Verizonhasonly a local facilities
presence,but is pursuingenterpriseopportunitiesnationwide. Mr. Menascealso
acknowledgesthatit is easierfor Verizonto go afterthelong-distancemarketthanit is for
AT&T to targetthe localmarketbecause“[ut’s lesscapital-intensiveto movefrom local to
long-distancethantheotherwayaround.”

On thequestionof out-of-franchisemarketssuchasChicago,Mr. Menascestated
that, eventhoughVerizondoesn’thaveanyfacilities in Chicago,Verizonwill bea
“player” throughVerizon’snetwork-integrationbusiness,whichmaintainsandmanages
networksownedby others. This directlycontradictsthequotethat servedasthevery
foundationofVerizon’sOctober8 Presentationto this Commission: “Only through
facilities-basedcompetitioncananentityoffer trueproductsandpricingdifferentiationfor
consumers,...”In short,while theRBOCsdemandthat competitorsbuild facilities to
competein thelocalmarket,theyarecompetingin thelong-distancemarketrelying
entirelyon facilities ownedanddeployedby others. Verizon’s public statementsand
marketsuccessesonceagainconfirmthattherealstoryaboutcompetitioncanbe foundin
theRBOCs’ statementsto investorsandtheinvestmentcommunity,not in theirself-
servingargumentsto regulators.
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Consistentwith Commissionrules, I amfiling oneelectroniccopyofthis notice
andrequestthat youplaceit in therecordofthe above-referencedproceedings.

Sincerely,

JoanMarsh

cc: ChristopherLibertelli
MatthewBrill
DanielGonzalez
JordanGoldstein
William Maher
JeffCarlisle
Michelle Carey
ScottBergmarin
RichLerner
ThomasNavin
RobertTanner
JeremyMiller
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This storyappearedon NetworkWorld Fusionat
http://www.nwfusion.com/news/2002/1028verizonqna.htm1

Verizon president setssightson AT&T

NetworkWorld, 10/28/02

Verizonis on thevergeofwinninglong-distanceapprovalin all 15 ofits localstates,giving thecarrier
anotherarrow in its quiverofenterpriseservices,whichalreadyincludelocal voice, manyflavorsof
datatransportandneti’vorkmanagement,designandintegrationservices.NetworkWorldSenior
Writer MichaelMartin recentlysatdownwithEduardoMenasce,presidentof VerizonEnterprise
SolutionsGroup, to discusstheevolutionofthetelecommarket.

You’re nearing 271-approval in all your local states.Initially this seemsto be more of a consumer
play, but what doesit meanlong term for theenterprise?

It meanswecanbecomenotan [interexchangecarrier], but atotally differententity: Onethat can
leverageextraordinarylocal capabilitiesandgo after[long-distance]revenuethatwecouldn’tpursuein
thepast.We’renationwide,but weonlyhavealocal presence.We’re outstandingin NewJersey,
outstandingin NewYork. However,we can’tservea customerfrom hereto there.271-reliefletsus
crossthatriver. I’d like to sharesomenewswith you, but I can’tbecauseit’s somethingwe’re doing in a
coupleofweeks.I cansaycustomersareaskingusto give themlong-distance- voiceanddata.They’re
askingusto makethetransitionfrom a[regionalBell operatingcompany]- not to anIXC - butto
somethingdifferent.

AndVerizon is verywell positionedto do that. Lookingat whatis happeningin themarketplace,there
awindowof opportunity.Whenwe formedourobjectivestwo yearsago,I didn’t think themarketwould
go in thedirectionit has.I didn’t expecttheeconomicdownturn,everyonecuttingspending,andwe
didn’t forecastwewouldhavefewer competitors.We couldn’t foreseethedemiseofWorldCom. So we
will becomearealsolutionsprovider,A-to-Z.

AT&T and WorldCom are someof thelargest competitive local exchangecarriers today.How do
you seethem ascompetitors?

AT&T is clearlyNo. 1 in the large-businesscustomersegment.Theyhaveagoodreputationand
nationalpresence.Theyarethe strongestIXC. We’re going aftereachother.But it’s mucheasier[for us)
to go afterlong-distance.It’s lesscapital-intensiveto movefrom local to long-distancethantheother
wayaround.WorldComis a questionmark.Whatwill happento them,I don’t know. I would guessthey
will [emergefrom bankruptcy]a completelydifferentcompany- asmallercompanyandmaybenot the
competitortheywerebefore.Thatwould leaveustwo strongcompetitors:AT&T andSprint.
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When you’re goingafter the large-customersegment,how do you convincesomeoneto shift from
AT&T? Is it price?

Peoplearemaybemoreprice-sensitivetodaybecausetheyhaveto do morewith less.But theyalso
realizethat priceis not theonly gamein town. A lot ofpeoplegothurtby going for price.Peopleare
lookingfor someonewho canprovidetheentirevalueproposition- strongcompany,facilities-based,
largeportfolio ofproductsandservices.

And customerswould like to havea choice.They’dlike to haveanotherproviderthat couldbeasstrong
or strongerthanAT&T, sotheyaren’t in thehandsof oneprovider.

The other RBOCsdon’t have thesamereach asyou do sinceyour acquisition ofGTE. How will
they shapeup ascompetitors?

Theywill becompetitors.It will dependon theirgeographicalreach.We’ve alreadystartedto move
outsideof ourfranchise.We addedto existingGTEnetworksin Dallas,SeattleandLosAngelesin a
nearout-of-franchisestrategy.We deployedfacilities thereto competewith the localplayers.The
expansionswerecloseto existingdistributionpoints.Forexample,in Dallaswewereon theoutsideof
Dallas,but not in thebig businessdistrict. We addedfacilities in thebusinessareas.Essentiallywe’re
frying to follow thecustomer.Thesamecustomerwhohasan office in NewYork might haveonein
Dallas,L.A. or Seattle.Andeventuallywecanattractnewcustomersthere,too.

We alsohaveapresenceonthe internationalside.We deployedanetworkthatfollows ourcustomers
outsideoftheU.S. We cando businessbetweentheU.S.andEurope,Canada,Latin America,Asia.

How do you dealwith out-of-franchisemarkets? Doyou seeyourselvesmoving into Chicago, for
example?

We areaplayerin Chicagoalready.We don’t havefacilities there.But [we have)ournetwork-
integrationbusiness,whetherit’s installing [customerpremisesequipment]ormaintainingandmanaging
networks.We managenetworksfor ourcustomersonanationwidebasis.Soin Chicago,wecould
designthenetwork,providetheboxes,install andmaintainthenetwork.

Would you managethe transport aswell?

Yes,we do that. We couldmanagethe customer’sframerelaynetwork,evenif it’s notVerizonframe

relay.Wemonitor thatout ofournetworkoperationscenter.
What typesofnewservicesare coming?

You haveframerelay,transparentLAN servicesthat areimportant.Regionaldedicatedoptical.The
wholeareaof managednetworkservicesis taking off very fast. IP Centrex,IP VPN, densewavelength
divisionmultiplexing.AndvoiceoverIP, which is slowly gettingthere.

WirelessLANs arecomingalong. It’s still not readyfor primetime in theenterprisebecauseofsecurity
issues,butwe’re gettingthereandwe’re startingto resellsomeof theboxes.Whatwereally wantto do
is provideamanagednetworkservice,wherewemanagethewirelessLAN.

Is frame relay still thedata serviceof choice?
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It is still avery strongproduct.Wethoughtat somepointit wasgoingto slowdown, but it is still selling
verywell.

Is it still smallerthan private lines?

Yes. There’sabig legacyofprivatelines.But privatelinesareonly growingat 1% to 2% annually.
Framerelayis growing18%to 20%ayear.

Do cableTV providers competeat all for enterprisecustomers?

I don’t wantto minimize thepossibilitieshere.But I don’t seethatthecablecompaniesby themselves
aregoing to becomeenterpriseplayers.Theydon’t havethenetworks.Theydon’t havethereputation.
Theydon’t havetheknowledgeandtheydon’t havetheexpertise.It’s toomuchofa leap.

Unbundled network elementpricing - the requirement that RBOCs must resell network resources
to competitive carriers - looks like it might be changing.What needsto change?

I don’tknowexactlywhat the idealsituationwouldbe.I do knowwhatwehavetodayis not ideal.The
waythingsaredesignedtoday,it allowspeopleto useournetworkatpricesthat arebelowourcosts.I
don’t think thatmakesanysense.

RelatedLinks

ILECs arecryingwolf overregulation
You heara lot thesedaysabouttheimpactofunbundlednetworkelement-platform(UNE-P) regulation
on thetelecomindustry.Not only is UNE-Pblamedfor reducingtheprofits oftheincumbentlocal
exchangeproviders,it’s nowbeingblamedfor contributingto thetelecomslumpby reducingthe
incumbentlocal exchangecarriers’ability to purchasehardwareandsoftware.
NetworkWorld, 10/14/02

Verizonoutsourcingunit lookingto makeaname
But VerizonIT facesseveralchallenges.The first is gettingits nameout to prospectivecustomers.
NetworkWorld, 10/14/02.
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